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Summary 



The windfall elimination provision (WEP) reduces the Social Security benefits of 
workers who also have pension benefits from employment not covered by Social 
Security. Its purpose is to remove an advantage these workers would otherwise receive 
because of Social Security’s benefit formula that favors workers with smaller amounts 
of Social Security-covered career earnings. Opponents contend that the provision is 
basically imprecise and often unfair. In the 1 10 th Congress, five bills (H.R. 82, H.R. 
726, H.R. 2772, S. 206, and S. 1647) have been introduced to modify or repeal the 
WEP. This report will be updated annually or upon legislative activity. 



Background 

Social Security monthly benefits are computed by applying a formula to an average 
of a person’s earnings from work subject to the Social Security tax. The formula applies 
three progressive factors — 90%, 32%, and 15% — to three different levels, or brackets, 
of average monthly covered earnings (these earnings brackets change each year to reflect 
changes in national wage levels). The result is known as the “primary insurance amount,” 
or PIA, and is rounded down to the nearest 10 cents. The formula is designed so that 
workers with low average career earnings receive a PIA that is a larger proportion of their 
earnings than do workers with high average earnings. For persons who reach age 62, die 
or become disabled in 2008, the PIA is determined thus: 



Factor 


Average Career Monthly Earnings 


90% 


first $711, plus 


32% 


$711 through $4,288, plus 


15% 


over $4,288 
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A different Social Security benefit formula, referred to as the “windfall elimination 
provision” (WEP), applies to many workers who also are entitled to a pension from work 
not covered by Social Security (e.g., work under the Federal Civil Service Retirement 
System). 1 Under these rules, the 90% factor in the first band of the formula is replaced 
by a factor of 40%. The effect is to lower the proportion of their earnings in the first 
bracket that are converted to benefits. The following table illustrates how the provision 
works in 2008. 

Table 1 . Monthly PIA for a Worker With Average 
Monthly Earnings of $1 ,000 



Regular Formula 




Windfall Elimination Formula 




90% of first $711 


$639.90 


40% of first $711 


$284.40 


32% of $71 1 through $4,288 


92.48 


32% of $71 1 through $4,288 


92.48 


15% over $4,288 


00.00 


15% over $4,288 


00.00 


Total 


732.38 


Total 


376.88 



Thus, under the windfall elimination formula the benefit for the worker is $355.50 
($732.38 - $376.88) less per month than under the regular formula. Note that once 
average monthly earnings exceed the first level in the formula of $7 1 1 , the amount of the 
reduction remains at $355.50 per month because the lower replacement factor of the first 
level no longer applies. For example, if the worker had $2,000 of average monthly 
earnings instead of $1,000, the windfall reduction still would be $355.50 per month. 
However, because the dollar reduction is limited to the first bracket of the PIA formula, 
the percent reduction in benefits relative to the regular PIA formula varies by AIME. For 
example, if we applied the WEP formula to a worker with an AIME of $4,000, this 
worker would still see a dollar reduction of $355.50 per month. However, this worker 
would experience a 21% reduction in benefits under the WEP compared to the regular 
PIA formula, while the worker with a $1,000 AIME would experience a 49% reduction 
in benefits under the WEP compared to the regular PIA formula. 

The provision includes a guarantee (designed to help protect workers with low 
pensions) that the reduction in benefits caused by the windfall elimination formula can 
never exceed more than one-half of the pension based on noncovered work. The 
provision also exempts workers who have 30 or more years of “substantial” employment 
covered under Social Security (i.e., having earned at least one-quarter of the “old law” 
Social Security maximum taxable wage base for each year in question). 2 Also, lesser 



1 Social Security Act §215(a)(7). 

2 For determining years of coverage after 1978 for individuals with pensions from noncovered 
employment, the amount is 25% of what the contribution and benefit base otherwise would have 
been if the 1977 Social Security Amendments had not been enacted. In 2008, the “old-law” 
taxable wage base is equal to $75,900, and, thus, to earn credit for one year of “substantial” 
employment under the WEP, a worker would have to earn at least $18,975 in Social Security 
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